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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  fmancial-comphance  audit  report  on  the  Department  of  Corrections  for  the  two 
fiscal  years  ended  June  30.  1998.  This  report  contains  12  recommendations  concermng 
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Department  of  Corrections 


Report  Summary 


We  performed  a  financial-compliance  audit  of  the  Department  of 
Corrections  for  the  two  fiscal  years  ended  June  30,  1998.  The  previous 
audit  report  contained  two  recommendations. 


We  issued  a  qualified  opinion  on  the  financial  schedules  contained  in 
this  report.  This  means  the  reader  should  use  caution  when  relying  on 
the  presented  financial  information  and  the  supporting  detailed 
information  on  the  Statewide  Budgeting  and  Accounting  System. 

This  audit  report  contains  12  recommendations  to  the  department.  The 
recommendations  relate  to  inadequate  controls  over  payroll,  monitoring 
and  compliance  over  service  contracts,  and  disposition  of  contraband. 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  department's  response 
thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #  1 


We  recommend  the  department  establish  controls  to  ensure: 
A.     Employees  do  not  have  access  to  approved  timesheets. 


Department  Response:  Concur.  See  page  B-3. 

B.     Supervisors  ensure  accuracy  of  actual  hours  worked  and 

leave  taken  before  approving  timesheets Page  8 

Department  Response:  Concur.  See  page  B-3. 


Recommendation  #2 


We  recommend  the  department: 

A.     Ensure  information  input  fi'om  timesheets  reflects  actual 
hours  worked. 


Department  Response:  Concur.  See  page  B-4. 

B.     Continue  to  seek  reimbursement  from  individuals  who 

have  been  overpaid Page  9 

Department  Response:  Concur.  See  page  B-4. 
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Recommendation  #3 


We  recommend  the  department  ensure  employee  W-4  infor- 
mation agrees  to  the  amount  currently  being  withheld  from 
employee's  pay Page  10 


Page  vi 


Department  Response:  Concur.  See  page  B-4. 


Recommendation  #4 


We  recommend  the  department  properly  record  all  juvenile 

placement  program  costs  and  transfers  of  funds  in  accordance 

with  state  accounting  policy Page  1 1 


Department  Response:  Concur.  See  page  B-4. 


Recommendation  #5 


We  recommend  the  department: 

A.     Obtain  authorization  for  service  contracts  greater  than  $  1 5,000 
prior  to  contracting  for  the  service. 


Department  Response:  Concur.  See  page  B-4. 

B.     Modify  its  contracting  policies  and  procedures  to  ensure  contracts 
are  signed  in  a  timely  manner. 

Department  Response:  Concur.  See  page  B-4. 


C.     Ensure  all  contractors  are  operating  under  current 
contracts 
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Department  Response:  Concur.  See  page  B-4. 


Recommendation  #6 


We  recommend  the  department  monitor  services  billed  to  the 

department  to  ensure  the  services  billed  are  allowable  under 

the  current  contract Page  13 


Department  Response:  Concur.  See  page  B-5. 


Recommendation  #7 


Recommendation  #8 


Recommendation  #9 


Recommendation  #  1 0 


Recommendation  #  1 1 


Report  Summary 

We  recommend  the  department: 

A.  Ensure  all  costs  associated  with  the  juveniles  in  the  custody  of  the 
Department  of  Corrections  are  recorded  on  its  accounting  records. 

Department  Response:  Concur.  See  page  B-5. 

B.  Restrictively  endorse  and  deposit  money  received  in  accordance 
with  state  law  and  policy Page  14 

Department  Response:  Concur.  See  page  B-5. 

We  recommend  the  department: 

A.  Comply  with  its  policy  regarding  written  justification  for  the 
assignment  of  department  vehicles. 

Department  Response:  Concur.  See  page  B-6. 

B.  Review  the  use  of  department  vehicles  in  order  to  minimize  the 
department's  liabilitj-  and  cost  for  these  vehicles Page  16 

Department  Response:  Concur.  See  page  B-6. 

We  recommend  the  department  ensure  all  employees  who  use 
vehicles  to  commute  to  and  from  work  are  taxed  according  to 
federal  tax  law Page  16 

Department  Response:  Concur.  See  page  B-6. 

We  recommend  the  department  comply  with  its  policy 

concerning  the  tracking  and  disposition  of  contraband Page  17 

Department  Response:  Concur.  See  page  B-6. 

We  recommend  the  department  review  and  clarify  the 

relationship  between  itself  and  the  individual  operating  the 

prison  hobby  shop  store Page  18 

Department  Response:  Concur.  See  page  B-6. 
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Recommendation  #  1 2  We  recommend  the  department  ensure  all  additions  and 

reductions  related  to  resident  accounts  are  reflected  on  the 
state's  accounting  system  by  fiscal  year-end Page  1 9 


Department  Response:  Concur.  See  page  B-7. 
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Introduction 


Introduction  and  Scope  ^^  performed  a  financial-compliance  audit  of  the  Department  of 

Corrections  (department)  for  the  two  fiscal  years  ended  June  30,  1998. 
The  objectives  of  the  audit  were  to: 

1 .  Review  the  department's  control  systems  and  make 
recommendations  for  the  improvement  of  management  and  internal 
controls  of  the  department. 

2.  Determine  if  the  department  complied  with  applicable  state  and 
federal  laws  and  regulations. 

3.  Determme  the  implementation  status  of  recommendations  from  the 
prior  audit. 

4.  Determine  if  the  department's  financial  schedules  present  fairly,  in 
accordance  with  state  accounting  policy,  the  result  of  operations  for 
the  audit  period. 

This  report  contains  1 2  recommendations  to  the  department.  Areas  of 
concern  deemed  not  to  have  a  significant  effect  on  the  successful 
operation  of  department  programs  are  not  specifically  included  in  the 
report,  but  have  been  discussed  with  management.  In  accordance  with 
section  5-13-307,  MCA,  we  analyzed  and  disclosed  the  cost,  if 
sigmficant,  of  implementmg  the  recommendations  in  this  report. 

As  required  by  section  17-8-101(6).  MCA,  we  audited  and  are  reporting 
on  the  reasonableness  of  hitemal  Service  Fund  fees  and  fund  equitv 
balances  at  the  department.  We  reviewed  the  hitemal  Senice  Fund 
activity  of  the  pnson  mdustnes  trammg  program  and  determined  the 
rates  are  not  commensurate  with  costs.  This  program  is  of  an 
educational  nature  and  its  operations  are  partially  subsidized  by  the 
General  Fund. 


Background  ^^^  Department  of  Corrections  is  responsible  for  public  safety  and  trust 

bv  holding  adult  and  juvenile  offenders  accountable  for  their  criminal 
actions  agamst  victims  through  custody,  supervision,  treatment,  work, 
restitution,  and  skill  development.  The  following  paragraphs  describe 
the  organization  of  the  department  at  the  end  of  fiscal  year  1997-98. 
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Introduction 


Also  included  in  Table  1  on  page  4  is  a  current  organizational  chart  of 
tlie  department. 

The  department  consists  of  four  programs:  Administration  and  Support 
Services,  Commumtv'  Corrections,  Secure  Care  Facilities,  and  Montana 
Correctional  Enterprises  (MCE). 


Administration  and 
Support  Services 


Administration  and  Support  Ser\ices  consists  of  the  Directors  Office, 
Administrative  Services,  and  Professional  Services.  Administrative 
Services  provides  fiscal,  informational,  research,  human,  and  facility' 
management  services.  Professional  Services  includes  legal  services, 
policy  management,  investigative  services,  training  and  staff 
development,  inmate  classification,  health  services  management, 
juvenile  detention  center  licensing  activities,  and  emergency 
preparedness/securit>'  management. 


The  Board  of  Pardons  and  Parole,  which  is  attached  to  the  department 
for  admmistrative  purposes  only,  oversees  Montana's  inmate  parole  and 
furlough  programs.  The  board  also  reviews  requests  for  executive 
clemencv  and  makes  recommendations  to  the  Governor  concerning 
those  requests. 


Community  Corrections 


The  Community  Corrections  Division  provides  supervision  and 
alternative  programs  for  offenders.  It  consists  of  the  Juvenile 
Residential  Placement  Unit.  Interstate  Compact  Unit,  Riverside  Youth 
Correctional  Facility,  Adult  Probation  and  Parole,  Juvenile  Parole, 
Transition  Centers.  Treasure  State  Correctional  Training  Center,  and 
private  pre-release  centers.  This  division  provides  supervision  for  three- 
quarters  of  the  more  than  8,000  offenders  in  the  state  correctional 
system  through  the  seven  subdivisions. 


Secure  Care  Facilities 


Secure  Care  Facilities  include  the  Montana  State  Prison,  Montana 
Women's  Prison,  and  Pine  Hills  Youth  Correctional  Facility.  These 
facilities  provide  for  the  custody,  treatment,  trainmg.  and  rehabilitation 
of  adult  male  and  female  and  male  \  outh  criminal  offenders.  The  male 
prison  system  now  encompasses  a  public  safety  partnership  which 
includes  Montana  State  Prison,  county  governments,  and  private 
enterprise.  Additional  locations  to  include  facilities  m  Missoula,  Great 
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Falls,  Glendive,  and  Shelby  will  provide  capacity  for  over  2.100  inmates 
bv  the  end  of  1999. 


Montana  Correctional 
Enterprises 


Correctional  Enterprises  Division  consists  of  the  Prison  Ranch, 
Industries/Training,  and  the  Industries  Complex.  The  ranch  provides 
dairy  products  to  state  institutions  and  beef  cattle,  grain,  and  surplus 
milk  to  the  open  market.  The  Industries/Trammg  program  provides 
equipment  and  vehicle  repau-  to  state  agencies  and  meat  and  vegetable 
products  to  state  agencies.  The  Industries  Complex  provides 
manufactured  products  (furniture,  upholstery ,  prmt,  signs,  license  plates, 
fencmg,  logs,  and  firewood)  to  state  agencies  and  local  goxemments.  A 
local  dealer  network  is  utilized  to  sell  furniture  products  manufactured 
by  the  inmates.  There  are  currently  six  dealerships  in  the  state  handlmg 
these  products.  Each  dealer  is  required  to  have  $15,000  in  annual  sales 
and  maintain  $3,500  of  product  inventory. 
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[  *  Attached  for  Administrative  Purposes  OnJ>. 

I  Source:   Compiled  b>  the  Legislative  Audit  Division  from  department  records. 
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Prior  Audit  Recommendations 


Prior  Audit  ^^  previous  audit  report,  covering  fiscal  years  1994-95  and  1995-96, 

Recommendations  contained  two  recommendations.  The  department  implemented  one 

recommendation  and  partially  implemented  the  other  recommendation. 
The  recommendation  partially  implemented  relates  to  care  and  custody 
of  juvemles  and  is  discussed  beginning  on  page  13  of  this  report. 
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Payroll  Controls 


Findings  and  Recommendations 

During  our  audit,  we  noted  several  control  weaknesses  regarding  payroll 
for  Montana  State  Prison  (MSP)  employees  and  Professional  Services 
Division  employees  in  the  infirmary  at  the  MSP.  Prudent  busmess 
practice  dictates  a  payroll  control  system  contain  all  or  some  of  the 
following  controls  to  prevent  and  detect  payroll  errors.  Timesheets 
should  not  be  signed  or  authorized  until  the  actual  hours  worked  have 
been  recorded.  Access  to  approved  timesheets  should  be  limited  in 
order  to  pre\  ent  unauthonzed  changes  to  the  timesheets.  Hours 
recorded  on  timesheets  as  hours  worked  should  be  verified  with 
corroborating  sources,  when  possible  and  practical.  Upon  entry  onto  the 
payroll  system,  information  entered  should  be  reviewed  for  accuracy. 
Fmalh',  amounts  withheld  from  employees  payroll  checks  should  be 
supported  by  current  and  signed  withholding  statements. 


Currently,  the  timesheets  at  the  MSP  are  "pay-by-exception."  This 
means  the.  regular  scheduled  hours  are  preprinted  on  the  timesheets  and 
the  employee  need  only  change  the  timesheet  when  there  are  exceptions 
to  their  regular  schedule.  Exceptions  include  overtime,  sick  leave, 
vacation,  and  changes  of  scheduled  days.  A  timesheet  form  may  contain 
up  to  ten  different  employee's  prepnnted  time  schedules.  Each  Ime 
contams  a  signature  Ime  and  space  to  mark  changes.  Employees  and 
supervisors  routmely  sign  and  authonze  timesheets  at  the  beginning  of 
the  pay  penod.  The  following  three  sections  make  recommendations 
regarding  the  payroll  control  system. 


Fraudulent  &  Inaccurate 
Time  Reporting 


An  employee  at  the  MSP  obtained  access  to  authorized  timesheets 
before  tunesheets  were  entered  on  to  the  payroll  system.  Over  the 
course  of  a  12-month  time  period,  the  mdividual  added  overtime  hours 
to  the  employee's  timesheets  valued  at  $  1 1 ,856.  This  was  possible 
because  supervisors  routmely  authonze  tunesheets  at  the  begmmng  of 
the  pay  period.  Employees  then  have  access  to  the  tunesheets  dunng  the 
remainder  of  the  pay  penod  because  legitimate  changes  may  need  to  be 
made  for  items  such  as  sick  leave  or  vacation  time  taken.  The 
department  noted  erroneous  overtime  on  the  timesheets  and  notified  our 
office  m  accordance  with  state  law.  The  employee  admitted  to  the 
falsification  and  the  department  was  able  to  recover  the  amounts 
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erroneously  paid  to  the  employee  when  the  employee  was  terminated 
from  the  department. 

The  infirmary,  located  at  the  MSP,  uses  a  "call-off  log  to  track  when 
employees  notify  the  infirmary  they  will  be  unable  to  work  their  regular 
assigned  shift.  We  compared  the  "call-off  log  to  the  related  timesheets 
and  noted  that  of  the  58  days  we  reviewed  there  were  25  instances  where 
employees'  timesheets  showed  regular  hours  earned  while  the 
corresponding  "call-off  log  showed  the  individual  would  be  unable  to 
work.  These  examples  included  1 1  different  employees.  One  employee 
had  1 3  different  days  where  the  "call-off  log  noted  the  individual 
would  be  unable  to  work  because  of  illness  but  the  related  timesheets 
showed  regular  hours  worked  and  no  sick  leave  was  taken.  This  issue 
was  referred  to  the  Attorney  General's  office  and  the  Governor  by  our 
office  in  accordance  with  section  5-13-304(4),  MCA,  and  is  currently 
under  investigation. 

Four  of  the  11  employees  have  left  the  employment  of  the  state  and  have 
received  their  sick  leave  payout.  Because  state  employees,  upon 
termination,  are  paid  for  25  percent  of  their  accumulated  sick  leave, 
these  employees  may  have  been  compensated  for  time  not  actually 
earned. 

Recommendation  #1 

We  recommend  the  department  establish  controls  to  ensure: 

A.  Employees  do  not  have  access  to  approved  timesheets. 

B.  Supervisors  ensure  accuracy  of  actual  hours  worked  and  leave 
taken  before  approving  timesheets. 


Input  Errors  During  our  payroll  testing,  we  noted  two  errors  occurred  because  of 

incorrect  information  input  to  the  payroll  system.  An  employee  was 
overpaid  eight  hours  because  the  payroll  technician  incorrectly 
interpreted  the  number  of  hours  an  employee  worked  on  a  holiday,  hi 
another  instance,  an  employee  terminated  employment  without  notice. 
The  information  regarding  the  date  of  termination  w  as  not 
communicated  to  the  payroll  technician  until  the  end  of  the  following 
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pa>'  period.  This  was  appro>dniately  three  weeks  after  the  employee 
actually  terminated  employment.  The  technician  input,  and  the 
employee  was  paid,  for  four  days  not  actually  worked.  This 
overpayment  occurred  because,  as  mentioned  previously,  the  super\'isor 
preauthorizes  employees'  timesheets  and  employees  are  allowed  to  sign 
timesheets  at  the  beginning  of  the  time  period.  The  department  has 
sought  reimbursement  from  this  employee. 

Recommendation  #2 

We  recommend  the  department: 

A.  Ensure  information  input  from  timesheets  reflects  actual  hours 
worked. 

B.  Continue  to  seek  reimbursement  from  individuals  who  have 
been  overpaid. 


W-4  Forms  We  noted  employees  at  MSP  routmely  change  the  number  of 

exemptions  used  to  calculate  withholdings  from  their  paychecks. 
Department  personnel  stated  this  occurs  because  employees  want  to 
receive  larger  paychecks  during  some  pay  periods.  For  example,  the  pay 
period  endmg  December  4,  1998,  had  308  withholding  changes  made 
for  that  period.  There  are  a  total  of  554  employees  at  MSP. 

Our  testing  showed  that  seven  out  of  45  items  tested  to  ensure  W-4 
withholding  forms  matched  the  current  amounts  being  withheld  did  not 
match  the  number  of  withholdings  used.  In  six  of  the  seven  instances, 
the  payroll  technician  used  a  smaller  number  of  deductions  than  the  W-4 
stated,  resulting  in  a  decrease  in  the  net  amount  paid  to  the  employee. 
Without  current  W-4s,  the  department  cannot  be  sure  the  amounts  being 
withheld  are  specifically  what  the  employee  requested.  We  noted 
handwritten  withholdmg  amounts  on  the  W-4s  that  did  not  appear  to  be 
the  handwriting  of  the  individuals  who  signed  the  form.  Since  we  could 
not  verify  the  authenticity  of  the  writing,  we  included  these  in  the 
questioned  items  noted  above. 


Page  9 


Findings  and  Recommendations 


Recommendation  #3 

We  recommend  the  department  ensure  employee  W-4  information 

agrees  to  the  amount  currently  being  withheld  from  employee's 

pay. 


Ooeratins  Transfers  ^  fiscal  years  1995-96  and  1996-97,  section  3-5-901,  MCA,  authorized 

the  department  to  receive  $500,000  of  motor  vehicle  taxes  from  the 
Judicial  Branch  after  the  department  certified  the  appropriations  for 
youth  court  and  probation  foster  care  placements  were  inadequate  to 
fiind  these  costs.  When  the  department  received  the  $500,000 
applicable  to  fiscal  year  1995-96  in  fiscal  year  1996-97,  personnel 
recorded  a  reduction  of  the  prior  year  expenditure  adjustments  account. 
Additionally,  the  department  did  not  record  $500,000  of  expenditures 
and  transfers-in  attributable  to  the  juvenile  placement  program  for  fiscal 
year  1996-97.  When  the  $500,000  for  fiscal  year  1996-97  was 
received,  the  department  recorded  cash  and  a  liability  to  the  Department 
of  Public  Health  and  Human  Services,  which  pays  the  providers  for 
costs  associated  with  juveniles'  care. 

Recording  the  transactions  in  this  manner  understated  prior  year 
expenditure  adjustments  and  current  year  expenditures  by  $500,000  and 
understated  the  associated  transfers-in  by  $1,000,000.  According  to 
state  policy,  amounts  received  from  other  state  agencies  should  be 
recorded  as  "Operating  Transfers-fri."  State  law  further  requires  all 
fmancial  activity  be  properly  reflected  on  the  state's  accounting  records. 
Regardless  of  the  funding  source  used  to  cover  the  costs  of  youth  court 
and  probation  foster  care  placements,  the  department  had  the 
responsibilit\'  for  these  expenditures.  Department  personnel  stated 
because  the  Judicial  Branch  recorded  expenditures  for  this  activity,  they 
did  not  believe  it  was  appropriate  for  those  same  expenditures  to  be 
recorded  on  the  Department  of  Corrections  accountmg  records. 
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Recommendation  #4 

We  recommend  the  department  properly  record  all  juvenile 
placement  program  costs  and  transfers  of  funds  in  accordance  with 
state  accounting  policy. 


Contracts 


State  purchasing  laws  and  the  Department  of  Admmistration  set  forth 
guidelines  and  procedures  that  mdividual  departments  must  follow  when 
contracting  for  services.  The  Department  of  Corrections  (department) 
has  a  Procurement  Delegation  Agreement  with  the  Department  of 
Administration  (DOA).  This  agreement  allows  the  department  to 
contract  directly  for  services  with  a  total  contract  price  that  is  less  than 
$15,000. 


Compliance  with 
Purchasing  Agreement  and 
Unsigned  Contracts 


During  our  audit,  we  identified  a  situation  where  the  department  did  not 
comply  with  the  Procurement  Delegation  Agreement  or  state  purchasing 
laws.  The  department  contracted  with  an  individual  to  serve  as  a  liaison 
to  regional  and  private  prisons.  The  contract  was  effective  on 
October  1,  1998,  and  will  terminate  on  September  30,  2000,  unless 
temunated  earlier.  The  department  will  pay  the  contractor  an  amount 
not  to  exceed  $  120,480.  This  contract  amount  exceeds  the  delegated 
purchasing  authority  given  to  the  department  from  the  Procurement 
Delegation  Agreement  with  DOA.  Four  months  after  the  contract  went 
into  effect,  the  department  requested  a  sole  source  exception  from  DOA. 
Additionally,  the  department  did  not  have  the  contractor's  signature  on 
the  contract  until  January  12,  1999,  which  is  approxunately  three 
months  after  the  inception  date 


We  reviewed  various  contracts  and  noted  other  contracts  not  signed  ui  a 
timely  manner.  One  contract  had  a  contract  period  from  August  19 
through  September  15,  1998.  The  department  signed  the  contract  on 
August  9,  1998,  and  the  contractor  signed  the  contract  on  September  20, 
1998,  five  days  after  the  end  of  the  contract.  Three  other  contracts  were 
noted  having  signatures  that  were  dated  after  the  effective  date  of  the 
contract.  The  contract  for  the  operation  of  the  prison  hobby  shop  store 
expired  on  January  31,  1998,  and  had  not  been  renewed  or  updated  as  of 
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December  1998.  During  this  period  the  contractor  has  continued  to 
operate  the  hobby  shop  store. 

Without  signed  contracts,  there  is  no  documented  understanding  of  each 
party's  rights  and  responsibiUties.  The  department  may  have 
significantly  increased  liability  if  it  does  not  have  signed  contracts 
describing  the  responsibilities  of  contractors  and  the  department. 

Recommendation  #5 

We  recommend  the  department: 

A.  Obtain  authorization  for  service  contracts  greater  than 
$15,000  prior  to  contracting  for  the  service. 

B.  Modify  its  contracting  policies  and  procedures  to  ensure 
contracts  are  signed  in  a  timely  manner. 

C.  Ensure  all  contractors  are  operating  under  current  contracts. 


Unallowable  Charges  to  The  department  contracts  for  optical  services  to  be  provided  at  the 

Contract  various  department  facilities.  Under  the  contract,  the  provider  is 

required  to  provide  services  in  accordance  with  applicable  Medicaid 
guidelines.  The  individuals  served  by  this  contract  are  not  Medicaid 
eligible.  However,  the  Medicaid  guidelines  are  used  as  cnteria  for 
services  under  this  contract. 

hi  September  of  1997,  the  department  was  notified  of  possible 
inconsistent  billings  under  the  optical  services  contract.  The  department 
notified  our  office  approximately  one  year  later.  We  compared 
Medicaid  guidelines  to  the  services  charged,  and  noted  the  charge  for 
"new  patient  comprehensive  exams,"  in  many  instances,  did  not  meet 
the  Medicaid  criteria.  We  reviewed  the  billings  by  this  contractor  to  the 
department  for  new  patient  comprehensive  examinations  between 
January  1,  1993  and  December  31,  1997,  for  allowability  under  the 
contract  terms.  Based  on  this  review,  we  question  $22,056  of  charges 
for  this  service.  This  matter  was  referred  to  the  Attorney  General's 
office  and  the  Governor  by  our  office  in  accordance  with  section  5-13- 
304(4),  MCA,  and  is  currently  under  investigation. 
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Recommendation  #6 

We  recommend  the  department  monitor  services  billed  to  the 
department  to  ensure  the  services  billed  are  allowable  under  the 
current  contract. 


Care  and  Custody  of  Foster  care  is  the  full-time  care  of  youth  in  residential  settings.  It 

Juveniles  provides  food,  shelter,  security  and  safety,  guidance,  direction,  and 

treatment  to  youth  who  are  removed  from  or  are  without  care  and 
supervisionoftheir  parents  or  guardian.  Foster  care  is  fimded  by  the 
state  General  Fund  and  federal  assistance  programs  and  is  the 
responsibility  of  the  department  for  those  juveniles  placed  in  its  care. 
Providers  bill  the  Department  of  Public  Health  and  Human  Services 
(DPHHS)  for  costs  associated  with  the  juveniles  in  foster  care  under  the 
department.  DPHHS  records  these  costs  on  the  Child  and  Adult 
Protective  Services  System  (CAPS)  and  in  return  bills  the  department 
for  the  costs,  net  of  any  support  or  third  party  payments. 

When  a  child  is  in  the  custody  of  the  department,  the  parents  or 
guardians  or  other  responsible  party  may  be  required,  through  an  order 
of  support,  to  assist  with  payments  for  the  care  and  custody  of  that 
juvenile.  Care  and  custody  payments  are  sent,  on  a  monthly  basis,  to  the 
department's  regional  offices.  These  checks  are  then  forwarded  to  the 
department's  central  office,  where  they  are  photocopied,  logged,  and 
then  sent  on  to  DPHHS  where  they  are  endorsed,  deposited,  and 
recorded  on  CAPS.  Third  party  contnbutions,  such  as  supplemental 
security  income  and  supplemental  security  benefits,  are  sent  du^ectly  to 
DPHHS.  The  above-mentioned  payments  were  approximately 
$250,000  m  fiscal  year  1 997-98. 

The  procedures  above  highlight  three  issues.  The  first  is  related  to  the 
recording  of  the  foster  care  costs  associated  with  the  juveniles  in  the 
custody  of  the  department.  When  DPHHS  bills  the  department  for  only 
the  net  amount  of  the  charges  incurred  for  the  care  of  these  juveniles,  the 
total  costs  of  care  are  not  reflected  on  the  department's  accounting 
records.  Since  the  juveniles  are  the  responsibility  of  the  department,  the 
department  should  recognize  the  total  care  and  custody  costs  of  these 
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juveniles.  In  our  pnor  audit  report,  we  stated  the  department  should 
work  with  DPHHS  to  streamline  the  foster  care  payment  process  and 
provided  options  to  accomplish  this. 

The  second  and  third  issues  are  related  to  the  handling  of  the  checks 
received  by  the  department  for  orders  of  support.  We  found  the  checks 
submitted  are  not  restrictively  endorsed  or  deposited  mto  the  state 
treasury'  until  after  the  checks  are  received  by  DPHHS.  Regional  offices 
receive  varying  amounts  of  support  payments  from  a  few  dollars  to  over 
$2,000  in  a  given  week.  Department  personnel  stated  the  checks  are 
mailed  weekly  into  the  department's  central  office  and  that  they  were 
not  aware  the  checks  could  be  deposited  in  local  area  banks.  State 
pohcy  requires  all  agencies  and  institutions  deposit  all  money  in  a  bank 
located  in  the  cit\'  or  town  in  which  the  agency  and  institution  is  located. 
State  law  requires  deposits  be  made  each  day  when  coin  and  currency 
reach  $100  or  total  collections  exceed  $500.  State  poUcy  states  that  all 
negotiable  mstruments  shall  be  restrictively  endorsed  at  the  time  of 
initial  receipt. 

Recommendation  #7 

We  recommend  the  department: 

A.  Ensure  all  costs  associated  with  the  juveniles  in  the  custody  of 
the  Department  of  Corrections  are  recorded  on  its  accounting 
records. 

B.  Restrictively  endorse  and  deposit  money  received  in 
accordance  with  state  law  and  policy. 


Vehicles  Twenty  department,  Montana  State  Prison,  and  Prison  Industries 

Program  employees  who  work  at  the  prison  complex  are  assigned  state 
vehicles  to  commute  between  home  and  work.  Below  is  a  listing  of  the 
number  of  employees  and  the  towns  from  which  they  commute. 

►     Two  employees  commute  daily  from  Helena  to  Deer  Lodge. 
-     1 20  miles  per  da\  per  employee. 


Two  employees  commute  daily  from  Anaconda. 
-    60  miles  per  day  per  employee. 
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►     One  employee  commutes  daily  from  Butte. 

-  88  miles  per  day. 

►•     The  remauung  1 5  commute  from  Deer  Lodge  to  the  prison. 

-  6  miles  per  da\  per  employee. 

The  costs  associated  with  the  vehicles  used  to  commute  from  cities 
outside  of  Deer  Lodge  is  approximately  $26,444  per  year.  We 
estimated  the  costs  associated  with  the  15  \'ehicles  used  to  commute 
from  Deer  Lodge  to  the  prison  to  be  approximateh'  $5,000.  The 
amounts  were  calculated  b\  using  the  Department  of  Transportation's 
mileage  rate.  This  rate  considers  fuel,  mamtenance,  and  depreciation  for 
the  use  of  vehicles. 

The  department's  policy  regarding  use  of  the  department's  vehicles 
requires  written  justification  for  assignment  of  vehicles  to  be  completed 
and  on  file  with  the  department's  Administrative  Services  Division.  We 
mquired  at  the  Adrrunistrative  Services  Division  for  these  justifications 
and  none  were  available    Department  policy  states  that  permanent 
vehicle  assignment  shall  only  be  allowed  when  doing  so  is  consistent 
with  its  mission  and  its  operational  needs  and  written  notification  is  on 
file 

We  interviewed  the  five  employees  who  commute  from  outside  of  Deer 
Lodge.  Three  of  these  individuals  explained  they  are  called  to  the  prison 
outside  of  their  regular  work  hours  ranging  from  eight  times  dunng  the 
previous  six  months  to  six  times  in  the  previous  month.  The  other  two 
employees  stated  their  schedules  vaned  too  much  to  provide  a  definite 
number  of  instances  they  were  called  to  the  prison  outside  of  their 
regular  scheduled  shift. 

Based  on  our  review  of  various  position  descriptions  and  the  lack  of 
written  justifications,  we  question  the  need  for  20  vehicles  to  be 
assigned  on  a  permanent  basis  to  employees  stationed  at  the  prison. 
There  is  increased  liability  to  the  state  for  allowing  personnel  to  use 
vehicles  for  commutes  as  well  as  possible  increased  costs  with 
questionable  benefit  to  the  department. 
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Recommendation  #8 

We  recommend  the  department: 

A.  Comply  with  its  policy  regarding  written  justification  for  the 
assignment  of  department  vehicles. 

B.  Review  the  use  of  department  vehicles  in  order  to  minimize  the 
department's  liability  and  cost  for  these  vehicles. 


Employees  Not  Taxed  on 
Vehicle  Use 


Federal  tax  law  requires  an  employee  who  uses  a  state  vehicle  to 
commute  to  and  from  work,  be  taxed  on  an  estunated  three-dollar-per- 
day  benefit  amount.  We  noted  inconsistencies  regarding  the  taxation  of 
employees  assigned  vehicles.  Four  employees,  who  used  the  vehicles 
discussed  in  the  previous  section,  were  not  taxed  on  their  use  of  the 
vehicles.  This  results  in  approximately  $720,  per  employee,  per  year,  of 
imtaxed  non-cash  benefits. 


Recommendation  #9 

We  recommend  the  department  ensure  all  employees  who  use 
vehicles  to  commute  to  and  from  work  are  taxed  according  to 
federal  tax  law. 


Disposition  of 
Contraband 


The  department  employs  investigators  who  are  responsible  for 
conductmg  investigations  into  activities  occurrmg  at  any  department 
facility.  Department  personnel  stated  that  while  conducting 
investigations  they  confiscate  numerous  types  of  contraband  items. 
Examples  of  these  items  include  handmade  weapons,  drugs,  tobacco, 
and  money.  Often  times,  because  of  where  these  items  are  discovered, 
they  are  not  specifically  traceable  to  an  individual  or  mmate  and  thus  do 
not  constitute  evidence.  If  the  contraband  is  tagged  as  evidence,  it  will 
be  kept  until  the  item  can  be  destroyed.  Those  items,  other  than  cash, 
that  are  not  evidence  are  destroyed  one  of  two  ways.  If  the  items  are 
drugs  or  drug  paraphernalia,  they  are  burned.  If  the  item  is  a  weapon,  it 
is  taken  to  the  local  dump. 
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We  asked  the  department  for  a  listing  of  the  contraband  items  they  have 
confiscated  and  items  destroyed.  Department  personnel  do  not  keep  a 
complete  record  of  the  items  currently  in  their  possession  or  the  items 
that  have  been  destroyed.  We  observed  the  contraband  and  evidence 
currently  in  the  possession  of  the  department.  This  included  $2,130  in 
cash,  large  quantities  of  tobacco  and  alcohol,  various  homemade 
weapons,  and  articles  of  clothing.  Of  the  cash,  $1,173  has  been  held  by 
the  department  since  July  of  1994  and  is  not  specifically  tagged  as 
evidence.  According  to  department  personnel,  this  money  is  not  a  part 
of  any  ongoing  investigation  and  is  not  evidence.  Further,  the  cash 
amount  has  accumulated  because  no  mechanism  exists  to  remove  it  fi^om 
contraband  status. 

The  department  currently  has  a  policy  regarding  contraband  control. 
This  policy  states  the  chief  of  security  will  develop  procedures  to 
"lawfully  and  safely"  dispose  of  contraband.  The  policy  further  states, 
"Proper  records  will  be  maintained  of  all  property  disposition  and 
destruction;  this  is  particularh'  important  with  respect  to  drugs  and  other 
items  that  are  intrinsically  illegal." 

Recommendation  #10 

We  recommend  the  department  comply  with  its  policy  concerning 

the  tracking  and  disposition  of  contraband. 


Compliance 


Prison  Hobby  Shop 
Contractor 


In  the  State  of  Montana,  to  be  considered  an  independent  contractor,  a 
worker  must  be  both  free  fi^om  direction  and  control  and  have  an 
independently-established  business.  The  worker  must  meet  the 
independent  contractor  criteria  to  be  considered  anything  other  than  an 
employee. 


Currently,  the  prison  hobby  shop  store  in  Deer  Lodge  is  operated  on  a 
contract  basis  with  an  individual  who  is  responsible  for  the  general 
operation  of  the  store.  This  individual  is  paid  at  an  established  daily 
rate  of  $50  per  day  up  to  a  maximum  of  $  1 ,000  per  month.  The  store's 
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utilities  and  maintenance  costs  are  paid  by  the  department  from 
proceeds  of  the  hobby  shop  sales.  The  store's  computer  system  and 
supplies  are  purchased  directly  by  the  department.  Given  the 
information  above,  the  hobby  shop  contractor  may  be  an  employee 
rather  than  an  independent  contractor  and  the  department  could  be  liable 
for  payroll  taxes. 

Recommendation  #11 

We  recommend  the  department  review  and  clarify  the  relationship 

between  itself  and  the  individual  operating  the  prison  hobby  shop 

store. 


Resident  Accounts  The  purpose  of  an  Agency  Fund  is  to  account  for  assets  held  by  the 

State  in  a  trustee  capacity  or  as  an  agent  for  individuals,  private 
organizations,  other  governments,  or  other  fimds.  The  department  is 
responsible  for  tracking  the  resident  account  activity'  for  individuals  in 
the  custody  of  the  department.  This  activity  is  reported  on  the 
Schedules  of  Changes  ui  Fund  Balances  &  Property'  Held  in  Trust.  The 
department  has  furnished  a  supplemental  schedule  showing  actual 
additions  and  deletions  to  these  accounts  by  facility.  This  supplemental 
schedule  is  shown  on  page  A-23. 

E>uring  fiscal  years  1996-97  and  1997-98,  the  department  did  not  record 
the  actual  activity  relating  to  the  additions  and  reductions  to  property 
held  in  trust  on  the  accounting  records.  The  department  recorded  the  net 
efifect  of  those  transactions  on  the  accoimting  records.  By  recording  the 
information  in  this  manner,  ending  property'  held  in  trust  is  cortect; 
however,  both  the  additions  and  reductions  to  property  held  m  trust  are 
misstated  on  the  Schedules  of  Changes  m  Fund  Balances  &  Property 
Held  in  Trust,  hi  fiscal  year  1996-97,  the  additions  to  property  held  in 
trust  are  understated  by  $1,964,309  and  the  reductions  to  property  held 
in  trust  are  understated  by  $  1 ,968,992.  hi  fiscal  year  1997-98,  die 
additions  to  property  held  in  trust  are  understated  by  $1,381,136  and  the 
reductions  to  property  held  in  trust  are  understated  by  $  1,432,059. 
These  misstatements  caused  a  qualification  of  our  Independent 
Auditor's  Report. 
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Department  personnel  explained  that  recording  transactions  in  this 
manner  was  agency  oversight  and  that  they  had  attempted  to  record  the 
information  correctly  by  fiscal  year-end. 

Recommendation  #12 

We  recommend  the  department  ensure  ail  additions  and  reductions 

related  to  resident  accounts  are  reflected  on  the  state's  accounting 


system  by  fiscal  year-end. 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat.  Legislative  Auditor 

John  W.  Northey,  Legal  Counsel 

Tori  Hunthausen,  IT  &  Operations  Manager 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

James  Gillett.  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  m  Fund  Balances  &  Property  Held  in  Trust. 
Schedules  of  Total  Revenues  &  Transfers-In,  and  Schedules  of  Total  Expenditures  &  7  ransfers-Out  of  the 
Department  of  Corrections  for  each  of  the  fiscal  years  ended  June  30,  1997  and  1998.  The  information 
contamed  in  these  financial  schedules  is  the  responsibility  of  the  department's  management.  Our 
responsibility  is  to  express  an  opimon  on  these  fmancial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards  require 
that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  fmancial  schedules  are 
free  of  matenal  misstatement.  An  audit  mcludes  examining,  on  a  test  basis,  evidence  supporting  the  amoimts 
and  disclosures  in  the  financial  schedules.  An  audit  also  includes  assessing  the  accoimtmg  prmciples  used 
and  significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  schedule 
presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opimon. 

As  described  in  note  1,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting  other 
than  generalK  accepted  accountmg  principles.  The  schedules  are  not  mtended  to  be  a  complete  presentation 
and  disclosure  of  the  department's  assets,  liabilities  and  cash  flows. 

The  department  did  not  record  the  entire  activity  related  to  the  inmate  accoimt  transactions  on  the  state's 
accounting  records  in  the  Agency  Fund.  As  a  result,  the  Schedule  of  Changes  in  Fund  Balances  &  Property 
Held  m  Trust  additions  and  reductions  to  property  held  in  trust  for  fiscal  year  1996-97  are  understated  by 
$1,964,312  and  $1,968,992,  respectively.  The  additions  and  reductions  for  fiscal  year  1997-98  are  also 
understated  by  $1,381,136  and  $1,432,059,  respectively. 

The  department  did  not  properly  record  the  receipt  of  two  $500,000  payments  fi"om  the  Montana  Supreme 
Court  in  fiscal  year  1996-97.  The  funds  were  recorded  as  an  abatement  of  prior  year  expenditure  adjustments 
and  as  a  liability  to  other  funds  rather  than  as  a  transfer-in  of  $1,000,000.  If  the  fimds  had  been  recorded  as  a 
transfer-in,  the  expenditures  for  the  Community  Corrections  program  would  have  been  $1,000,000  more  than 
IS  reflected  on  the  Schedule  of  Total  Expenditures  &  Transfers-Out.  As  a  result,  expenditures  of  $500,000 
and  prior  year  expenditure  adjustments  of  $500,000  are  understated  on  the  Schedule  of  Total  Expenditures  & 

Page  A-3 


Room  135,  State  Capitol  Building,  PO  Box  201705    Helena  MT  59620-1705 
Phone  (406)444-3122     FAX  (406)  444-9784      E-Mail  lad@state.mt. us 


Transfers-Out  and  transfers-in  of  $1,000,000  on  the  Schedule  of  Total  Revenues  &  Transfers-In  are 
understated  for  fiscal  year  1996-97. 

In  our  opinion,  except  for  the  effect  of  the  items  noted  in  paragraphs  four  and  five  above,  the  financial 
schedules  referred  to  above  present  fairly,  in  all  material  respects,  the  results  of  operations  and  changes  in 
fiind  balance/propertv'  held  in  trust  of  the  Department  of  Corrections  for  each  of  the  fiscal  years  ended 
June  30,  1997  and  1998,  m  conformity  with  the  basis  of  accounting  described  m  note  1. 

Our  audit  was  made  for  the  purpose  of  forming  an  opinion  on  the  fmancia!  schedules  taken  as  a  whole.  The 
Schedule  of  Additions  and  Deductions  to  Agency  Fund  Propert>  Held  in  Trust  on  page  A-23  is  presented  for 
purposes  of  additional  analysis.  Such  information  had  been  subject  to  the  auditing  procedures  applied  in  the 
audit  of  the  fmancial  schedules  and,  in  our  opimon,  is  fairl>'  presented  m  all  material  respects  m  relation  to  the 
financial  schedules  taken  as  a  whole. 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


February  5,  1999 
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DEPARTMENT  OF  CORRECTIONS 

SCHEDULE  OF  TOTAL_EXPENDITURES  &  TRANSFERSrOUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE.3Q  J998 


PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  OBJECT 

Personal  Services 
Salaries 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Personal  Services-Other 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Matenals 
Communications 
Travel 
Rent 
Utilities 

Repair  S  Maintenance 
Other  Expenses 
Goods  Purchased  For  Resale 
Total 

Equipment  &  Intangible  Assets 
Equipment 
Intangible  Assets 
Total 

Grants 
From  Stale  Sources 
Total 

Benefits  &  Claims 
From  State  Sources 
Total 

Debt  Service 
Leases 
Total 

Total  Program  Expenditures  &  Transfers-Out 

PROGFJAM  EXPENDITURES  &  TFiANSFERS-OUT  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Capital  Projects  Fund 
Enlerpnse  Fund 
Internal  Service  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less:      Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Authonty 
Unspent  Budget  Authonty 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Capital  Projects  Fund 
Enterpnse  Fund 
Internal  Service  Fund 
Unspent  Budget  Authonty 


Montana 

Admin  And 

Community 

Secure 

Correctional 

Support  Services 

Corrections 

Facilities 

Enterprises 

Total 

3.589,696 

$         5,859,392 

$        15.626.225 

$         1,389.404 

$        26,464,717 

22.855 

(24) 

321 .209 

295.896 

639.936 

14.000 

14.000 

1.013,938 

■1,872,242 

4.862.569 

410.865 

10.260 

2.106.425 

8.159,614 
10,260 

4,640,489 

7,731,610 

20,810,003 

35,288,527 

5,013,360 

9,615,570 

11,366.280 

59,522 

26,054,732 

1,158,661 

428,625 

3,143,998 

1,418,081 

6,149,365 

97,645 

259,367 

137.295 

14,898 

509,205 

120,178 

141,475 

198.286 

21,467 

481.406 

169,059 

458,603 

65,574 

14,636 

707.872 

6,159 

46,603 

721 ,096 

117,773 

891.631 

74,620 

81.286 

558,816 

295,942 

1.010,664 

76,152 

97.577 

102,729 

587,989 

864.447 

683,689 
16.977,763 

1.006,977 
3,537,285 

1,690.666 

6,715,834 

11,129,106 

38,359,988 

240.493 

46.422 

445,489 

732.404 

171,525 

171,525 

412.018 

46.422 

445,489 

903,929 

22,642 
22,642 

22,642 

22,642 

7,077,614 

339,451 

7,417,065 

7,077,614 

339,451 

7,417,065 

48,302 

36,052 

35,004 

119,358 

48,302 

36,052 

35,004 

119,358 

11,816,643 

$       26,020,804 

$       38,630,352 

$         5,643.710 

$       82,111,509 

11,065,322 

$       25.367.725 

$       37,180,423 

$            785,607 

$       74.399.077 

54,427 

653.079 

1,449,929 

2.157,435 

647.504 

647,504 

45,224 

4,547,686 

4,592,910 

4,166 

310,417 
5.643,710 

314.583 

11,816,643 

26,020,804 

36,630,352 

82,111,509 

(17) 

208.944 

208.927 

(3,387) 

(144.145) 

(23,005) 

1.799 

(168,738) 

11,820,047 

26.164.949 

38,653,357 

5.432.967 

82,071,320 

13,124,509 

26,272.975 
S            108.026 

38,690,414 
$              37,057 

7.843.565 

85,931,463 

1,304,462 

$         2.410,598 

$         3.860.143 

61,558 

$                   189 

$              29,277 

$                2,109 

$              93,133 

107.837 

7,780 

115,617 

1,242,904 

2.367,546 

40,943 

$         2,410,598 

1,242,904 

2,367,546 

40,943 

1,304,462 

$            108.026 

$               37,057 

J         3.860.143 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-17. 
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DEPABrMENT_OF_aaRRECtinNS 

SCHEDULE  QFjrOTAL  EXPENDITURES  &  TRANSFERS-QUI 

FOR  THE  FISCAL  YEAR  ENDEDJUNEJ30.J  997 


Montana 


PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  OBJECT 

Personal  Services 
Salanes 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Personal  Services-Other 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 
Utilities 

Repair  &  Maintenance 
Other  Expenses 
Goods  Purchased  For  Resale 
Total 

Equipment  &  Intangible  Assets 
Equipment 
Intangible  Assets 
Total 

Grants 
From  State  Sources 
Total 

Benefits  &  Claims 
From  State  Sources 
From  Federal  Sources 
Total 

Debt  Service 
Leases 
Total 

Total  Program  Expenditures  &  Transfers-Out 

PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Enterpnse  Fund 
Internal  Service  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less:  Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Authonty 
Unspent  Budget  Authonty 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Fund 
Special  Revenue  Fund 
Enterpnse  Fund 
Internal  Service  Fund 
Unspent  Budget  Authonty 


28,287 


28,287 


48,068 


48,068 


7,415,379 


7,415,379 

12,754 
4,703 

7,397,922 
7,442,426 

44,504 

44,504 


44J04 


Admin  And 

Community 

Correctional 

Support  Services 

Corrections 

Secure  Facilities 

Enterpnses 

Total 

2,549,728       $ 

5.556.084 

$              15,149.537        $ 

1,320.104       $ 

24.575.453 

3,473 

320.148 

380.920 

704.541 

15.350 

15.350 

669.160 

1,513,242 

4.334.613 

369.888 

19,368 

2,090,280 

6.886,903 
19,368 

3,237,711 

7,069,326 

19,804,298 

32,201,615 

3.502.862 

7,277.844 

7,225.209 

37.596 

18,043.511 

199.852 

416.689 

2,967.205 

1.433.145 

5,016,891 

87,212 

258.803 

110.273 

16,990 

473,278 

104,929 

248.583 

138.823 

19,340 

511.675 

106.029 

240.531 

74.636 

17.384 

438,580 

80.489 

707.968 

117.794 

906.251 

45.977 

74.339 

360.040 

321.994 

802.350 

54.452 

51,599 

87,780 

(351.055) 

(157.224) 

842,859 

1,023.684 
2,636,872 

1,866,543 

4,101,313 

8,648,877 

12,514,793 

27,901,855 

76,402 


271,452 


76,402 


271,452 


11,023 

2.324 

13,347 


24,319 


24,319 


6,704,709 

173,988 

6,678,697 


81,474 


4,454 


81,474 


4,454 


22,754,776 


32,619,316 


4,740,499_ 


7,350,048 

$ 

22.143.088 

$ 

31,099.505 

12,753 

611.688 

1,519,811 

46,279 

6.299 

806.523 


3.682.044 
251.932 


22.754.776 


(927.964) 


23,682.740 
23,938,265 


32,619.316 


_(14,047) 


255^525 


32,633,363 

32,647,063 

13,700 


4.740.499 

(716.595) 

(641) 

5,457,735 
7,883,765 


387,164 
2,324 


389,488 


24,319 


24,319 


6,704,709 
173,988 


6,878,697 


133,996 


133,996 


67,529,970 


(703,841) 

_1937^949) 

69,171,760 

71.911,519 


2,426,030 


2,739,759 


5.001 
250.524 


3.469 
10,231 


503 


2,249,586 
175,941 


53.477 

260.755 

2,249,586 

175,941 


255,525 


13,700 


2,426.030 


2,739,759 


This  schedule  is  prepared  from  the  Statew/ide  Budgeting  and  Accounting  System    Additional  infomnation  is  provided  in  the  notes  to  the  financial  schf  dules  beginning  on  page  A-17. 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1998 


1.  Summary  of  Significant 

Accounting  Policies 

Basis  of  Accounting 


The  department  uses  the  modified  accnial  basis  of  accounting,  as 
defined  b\  state  accounting  pohcy,  for  its  Governmental  and  Agency 
Funds,  hi  applying  the  modified  accrual  basis,  the  department  records: 

Revenues  when  it  receives  cash  or  when  receipts  are  measurable 
and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department  mcurs  the 
related  liabilitv-  and  it  is  measurable,  with  the  exception  of  the  cost 
of  employees'  annual  and  sick  leave.  State  accountmg  policy 
requires  the  department  to  record  the  cost  of  employees'  annual 
leave  and  sick  leave  when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  its  Proprietary  Funds. 
Under  the  accrual  basis,  as  defined  by  state  accounting  policy,  the 
department  records  revenues  m  the  accountmg  period  earned  when 
measurable  and  records  expenses  in  the  period  incurred  when 
measurable. 


Basis  of  Presentation 


Expenditures  and  expenses  may  include:  entire  budgeted  service 
contracts  even  though  the  department  receives  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 

The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
fi-om  the  transactions  posted  to  the  Statewide  Budgeting  and  Accounting 
System  (SBAS)  without  adjustment  except  for  the  beginning  property 
held  in  trust  balance  which  has  been  adjusted  on  the  Schedule  of 
Changes  in  Fund  Balances  &  Property  Held  m  Trust  for  the  fiscal  year 
ended  June  30,  1997. 


Accounts  are  organized  in  funds  according  to  state  law.  The  department 
uses  the  following  funds: 
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Notes  to  the  Financial  Schedules 


Go\  emmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restncted  to  expenditures  for  specific  purposes. 
Department  Special  Revenue  Funds  include  federal  assistance, 
super\  ision  fees,  inmate  welfare/inmate  pay,  canteen  activit> .  and 
donations 

Capital  Projects  Fund  -  to  account  for  resources  used  for  purchase  or 
construction  of  major  capital  facilities.  The  department  uses  this  fund  to 
account  for  information  technology  bonds. 


Proprietan,'  Funds 


Internal  Service  Fund  -  to  account  for  providing  goods  or  services  to 
other  agencies  or  departments  on  a  cost-reimbursement  basis. 
Department  hitemal  Service  Funds  include  the  Montana  State  Pnson 
bidustnes  Trauung  Program. 


Enterprise  Fund  -  to  account  for  operations  (a)  fmanced  and  operated 
in  a  manner  similar  to  private  busmess  enterprises,  where  the 
Legislature  intends  that  the  department  finance  or  recover  costs 
pnmanly  through  user  charges:  or  (b)  where  the  Legislature  has  decided 
that  periodic  deterrrunation  of  revenues  earned,  expenses  mcurred.  or  net 
income  is  appropnate.  Department  Enterprise  Funds  include  the  ranch 
and  industnes  programs  at  the  Montana  State  Prison,  and  the  industries 
program  at  the  Women's  Correctional  Center, 


Fiduciary  Funds 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  state  in  a 
trustee  capacity  or  as  an  agent  for  individuals,  private  organizations, 
other  governments,  or  other  funds.  Department  fiducian  funds  include 
moneys  belongmg  to  residents  of  facilities. 
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Notes  to  the  Financial  Schedules 


General  Fund  Balance 


The  negativ  e  fund  balance  in  the  General  Fund  does  not  mdicate 
overspent  appropnation  authority.  Each  agency  does  not  have  a 
separate  General  Fund  since  its  only  authont>-  is  to  pay  obligations  from 
the  statewide  General  Fund  within  its  appropriation  limits.  Each  agency 
records  cash  or  other  assets  from  the  statewide  ftind  when  it  pays 
General  Fund  obligations.  The  department's  outstandmg  liabilities 
exceed  the  assets  the  department  has  placed  m  the  ftmd,  resulting  in 
negative  endmg  General  Fund  balances  for  each  of  the  two  fiscal  years 
ended  June  30.  1997  and  June  30,  1998. 


Annual  and  Sick  Leave 


Department  emplo>  ees  accumulate  both  annual  and  sick  leave.  The 
department  pays  employees  for  1 00  percent  of  unused  annual  and  25 
percent  of  unused  sick  leave  credits  upon  termination.  Accumulated 
unpaid  liabilities  for  armual  and  sick  leave  are  not  reflected  in  the 
accompanying  financial  schedules,  hi  the  Proprietary  Funds,  the 
increase  or  decrease  in  annual  and  25  percent  of  the  increase  or  decrease 
m  sick  leave  are  recognized  as  mcreases  or  decreases  m  nonbudgeted 
expenses  when  the  related  liabilitv'  is  adjusted  at  year-end.  In  the 
Governmental  Funds,  the  department  absorbs  expenditures  for 
temunation  pay  in  its  annual  operational  costs.  The  department 
recorded  liabilities  on  SBAS  as  follows: 


Fund/Account  Group 
General  Long-Term  Debt 
Enterpnse  Fund 
Internal  Service  Fund 


June  30. 1997 
$3,302,060 
169,193 
2,326 


June  30. 1998 
$3,573,896 
178,392 
3,387 


4. 


Cash  Transfers 


Cash  Transfers  are  the  net  of  cash  transfers  in  and  cash  transfers  out. 
The  cash  transfers  of  $68,820,405  and  $73,593,692  m  the  General 
Fund  for  fiscal  years  1996-97  and  1997-98,  primarily  consist  of  the 
transfer  of  cash  as  support  from  the  state's  shared  General  Fund  to 
cover  the  department's  operational  costs.  The  cash  transfers  in  the 
Special  Revenue  Fund,  Enterprise  Fund,  and  Internal  Service  Fund 
mainly  consist  of  funds  transferred  to  Architecture  and  Engineering  for 
the  construction  expenses  related  to  regional  pnsons  and  other  prison- 
related  construction  and  renovation. 
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Notes  to  the  Financial  Schedules 


5.  Prior  Year  Expenditure 

Adjustments 


The  negative  pnor  year  expenditure  adjustments  m  the  General  Fund  of 
$937,396  m  fiscal  year  1996-97  is  mamly  due  to  a  $428,019 
elimination  of  excess  foster  care  accruals  and  the  receipt  of  $500,000 
from  the  Supreme  Court  to  defray  cost  of  juvenile  care  and  custody 
expenditures  from  the  previous  fiscal  year.  The  negative  pnor  year 
expenditure  adjustments  in  fiscal  year  1997-98  of  $162,713  in  the 
General  Fund  pnmariK  relate  to  the  elimination  of  the  excess  foster  care 
accrual. 
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Supplemental  Schedule 
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DEPARTMENT  OF  CORRECTIONS 

SCHEDULE  OF  ADDITIONS  AND  DEDUCTIONS  TO 

AGENCY  FUND  PROPERTY  HELD  IN  TRUST 

FOR  IHE  TWO  FISCAL  YEARS  ENDED  JUNE  30,A998_ 


Property  Held  in  Trust  Balance  at  July  1,  1996 

ADDITIONS: 
To  Facility's  Inmate/Patient/Resident  Accounts: 
Housing  Deposits  and  Self-Pay  Insurance 

DEDUCTIONS: 
To  Facility's  Inmate/Patient/Resident  Accounts: 
Housing  Deposits  and  Self-Pay  Insurance 

Property  Held  in  TrustBalanceat  June3CM997 


Swan  River 

Norwest 

Boulder 

Great 

Women's 

Montana 

Correctional 

Riverside 

Montana 

Riverside 

Falls 

Billings 

Central 

Correctional 

State 

Treatment 

Pine  Hills 

Youth 

Youth 

Youth 

Youth 

Transition 

Office 

Center 

Prison 

Center 

School 

Correctional 

Alternatives 

Correctional 

Program 

Center 

Totals 


0     $  5,369      $        220,884      $  3,939      $  5,080 


0 $ 


92,648  1 ,794,970 


(90,901)         (1,802,831) 


7,116     $       213,023      $ 


4,138 


57,305 


(5,634)  (58,259) 


2,443      $  4,126 


1,612 
202 

(26) 
1,788 


$  1,048        $  1.657      $       239,589 


15,200 


(15,641) 


5,977  1,970,440 


(6,593)         (1,979,885) 


607        $  1,041      $       230,144 


Property  Held  in  Trust  Balance  at  July  1,  1997 

ADDITIONS: 
To  Facility's  Inmate/Patient/Resident  Accounts: 
Housing  Deposits  and  Self-Pay  Insurance 
Combined  bank  accounts 

DEDUCTIONS 
To  Facility's  Inmate/Patient/Resident  Accounts: 
Housing  Deposits  and  Self-Pay  Insurance 

Property  Held  In  Trust  Balance  at  June  30,  1998 


0  $              7,116  $        213,023      $ 

0  71,671            1,654,666 

0  (73,593)         (1,654,235) 

0     $ 5,194  $       213,454      $ 


2,443  $            4,126  $              1,788 

0  38,714  4 

(2,443)  (37,719)  (1,651) 

0  $           5,121      $ 141 


607        $  1,041      $        230,144 


2,551 


8,895 


12,517  1,789,018 


(1,583)  (7,868)  (12,531)         (1,791,623) 

968     $         1.634        $  1,027     $       227,539 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System  and  department  records. 
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DEPARTMENT  OF  CORRECTIONS 


MARC  RACICCrr,  GOVERNOR 


1S39  IITH  AVENUE 


STATE  OF  MONTANA' 


<40€)  444-3930 
FAX:  (406)  444-4920 


PO  BOX  201301 
HELENA.  MONTANA  59620   1301 


April  28,  1999 

RE:       Response  to  Legislative  Audit  Recommendations 


APR  I  8  1999 


Mr.  Scott  A.  Seacat  *^ 

Legislative  Auditor 

Legislative  Audit  Division 

Room  135.  State  Capitol 

PO  Box  201705 

Helena  MT  59620-1705 

Dear  Mr.  Seacat: 

Thank  you  for  the  opportunity  to  respond  to  the  financial-compliance  audit  report  of  the 
Department  of  Corrections  for  the  two  fiscal  years  ending  June  30.  1998.  We  have 
reviewed  the  recommendations,  and  the  department  concurs  with  the  findings  of  the  audit 
report.  Our  responses  to  each  recommendation  follow: 


RECOMMENDATION  #  1 : 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  CONTROLS  TO  ENSURE: 

A.  EMPLOYEES  DO  NOT  HAVE  ACCESS  TO  APPROVED  TIMESHEETS. 

B.  SUPERVISORS  ENSURE  ACCURACY  OF  ACTUAL  HOURS  WORKED  AND 
LEAVE  TAKEN  BEFORE  APPROVING  TIMESHEETS. 

Response:  We  concur.  On  March  31,  1999  the  department  modified  its  timekeeping 
policy  to  promote  controls  regarding  accurate  timekeeping  records.  This  policy  was 
distributed  with  paychecks  on  April  7,  1999  along  with  a  memo  from  the  director.  Our 
internal  auditor  will  also  be  performing  spot  checks  on  timesheets  to  verify  compliance 
with  the  department's  policy. 


RECOMMENDATION  #  2: 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  ENSURE  INFORMATION  INPUT  FROM  TIMESHEETS  REFLECTS  ACTUAL 
HOURS  WORKED. 

B.  CONTINUE  TO  SEEK  REIMBURSEMENT  FROM  INDIVIDUALS  WHO  HAVE 
BEEN  OVERPAID. 


■AN  EQUAL  OPPORTUNITY  EMPLOYEP 
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Response:  We  concur.  As  stated  in  our  response  to  recommendation  #1,  the  department 
has  modified  its  poHcy  regarding  accurate  timekeeping  records.  In  the  past  the 
department  did  request  the  funding  for  an  automated  time  keeping  system  from  the 
legislature,  but  was  unsuccessful.  The  department  will  continue  working  on  other  options 
that  will  assist  it  in  this  area.  The  department  will  also  continue  to  seek  reimbursements 
from  individuals  who  have  been  overpaid. 


RECOMMENDATION  #  3: 

WE  RECOMMEND  THE  DEPARTMENT  ENSURE  EMPLOYEES'  W-4 
INFORMATION  AGREES  TO  THE  AMOUNT  CURRENTLY  BEING  WITHHELD 
FROM  EMPLOYEE'S  PAY. 

Response:  We  concur.  Payroll  personnel  distributed  a  memo  to  all  employees  on  April 
7,  1999  that  requested  each  employee  to  fill  out  a  new  W-4.  For  each  employee  who 
does  not  respond  to  the  memo  by  April  30,  payroll  personnel  will  pull  the  personnel  file 
and  modify  the  withholdings  to  reflect  the  most  recent  W-4  on  file. 


RECOMMENDATION  #  4: 

WE  RECOMMEND  THE  DEPARTMENT  PROPERLY  RECORD  ALL  JUVENILE 
PLACEMENT  PROGRAM  COSTS  AND  TRANSFERS  OF  FUNDS  IN 
ACCORDANCE  WITH  STATE  ACCOUNTING  POLICY. 

Response:  We  concur.  Since  the  Judicial  Branch  recorded  this  transfer  as  an 
expenditure,  the  department  did  not  have  the  option  to  properly  record  the  transfer  as  a 
Transfer-In  on  the  accounting  records.  It  was  determined  that  although  the  Judicial 
Branch  had  the  authority  to  transfer  the  money,  the  state  did  not  have  the  authority  to 
spend  this  money.  Given  this  additional  information,  the  transfer  will  not  occur  again. 


RECOMMENDATION  #  5: 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  OBTAIN  AUTHORIZATION  FOR  SERVICE  CONTRACTS  GREATER  THAN 
$15,000  PRIOR  TO  CONTRACTING  FOR  THE  SERVICE. 

B.  MODIFY  ITS  CONTRACTING  POLICY  AND  PROCEDURES  TO  ENSURE 
CONTRACTS  ARE  SIGNED  IN  A  TIMELY  MANNER. 

C.  ENSURE  ALL  CONTRACTORS  ARE  OPERATING  UNDER  CURRENT 
CONTRACTS. 

Response:  We  concur.  The  department  will  obtain  authorization  for  contracts  greater 
than  $15,000.  The  department  has  drafted  a  new  policy  related  to  contract  procedures 
and  will  present  the  policy  to  the  department's  Policy  Task  Force  in  May.  The  policy 
will  address  the  need  for  all  contracts  to  go  through  the  contract  manager  to  ensure 
compliance  with  state  policy.  The  policy  will  also  reduce  the  number  of  signatures 
required  on  a  contract  which  will  increase  the  department's  ability  to  get  contracts  signed 
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in  a  timely  manner.  Our  contract  manager  has  also  performed  an  extensive  inventory  of 
contracts  and  has  created  a  log  to  monitor  expiration  dates  of  all  contracts.  The 
department  is  also  in  the  process  of  comparing  our  vendor  log  to  the  contract  log  to 
identify  all  payments  made  that  are  not  covered  by  a  contract  and  determine  whether  this 
is  appropriate. 


RECOMMENDATION  #  6: 

WE  RECOMMEND  THE  DEPARTMENT  MONITOR  SERVICES  BILLED  TO  THE 
DEPARTMENT  TO  ENSURE  THE  SERVICES  BILLED  ARE  ALLOWABLE  UNDER 
THE  CURRENT  CONTRACT. 

Response:  We  concur.  Once  the  department  was  notified  there  was  a  potential  it  was 
being  overcharged,  it  instituted  an  investigation  and  terminated  the  contract  with  the 
optical  service  provider.  The  department  relies  on  a  contract  it  has  with  Blue  Cross/  Blue 
Shield  to  monitor  medical  payments  to  ensure  the  payments  are  made  in  accordance  with 
the  contract.  The  department  will  continue  to  monitor  the  medical  payment  process  to 
identify  additional  procedures  it  can  establish  to  assist  in  identifying  bills  that  do  not 
comply  with  the  contracts. 


RECOMMENDATION  #  7: 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  ENSURE  ALL  COSTS  ASSOCIATED  WITH  THE  JUVENILES  IN  THE 
CUSTODY  OF  THE  DEPARTMENT  OF  CORRECTIONS  ARE  RECORDED  ON 
ITS  ACCOUNTING  RECORDS. 

B.  RESTRICTIVELY  ENDORSE  AND  DEPOSIT  MONEY  RECEIVED  IN 
ACCORDANCE  WITH  STATE  LAW  AND  POLICY. 

Response:  We  concur.  The  process  of  recording  costs/payments  associated  with  the 
juveniles  in  the  custody  of  the  department  needs  to  be  completely  redesigned.  Currently, 
the  Department  of  Public  Heath  and  Human  Services  and  the  Department  of  Corrections 
are  working  to  separate  activity  for  more  accurate  reporting.  The  department  has 
requested  its  Internal  Auditor  to  review  the  parental  contribution  process  and  recommend 
the  best  procedures  for  ensuring  deposits  are  made  in  accordance  with  state  law  and 
policy. 


RECOMMENDATION  #  8: 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  COMPLY  WITH  ITS  POLICY  REGARDING  WRITTEN  JUSTIFICATION  FOR 
THE  ASSIGNMENT  OF  DEPARTMENT  VEHICLES. 

B.  REVIEW  THE  USE  OF  DEPARTMENT  VEHICLES  IN  ORDER  TO  MINIMIZE 
THE  DEPARTMENT'S  LIABILITY  AND  COST  FOR  THESE  VEHICLES. 
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Response:  We  concur.  The  department  will  modify  its  policy  on  vehicle  assignments  to 
require  the  director's  approval  for  each  justification.  This  policy  will  go  to  the  Policy 
Task  Force  in  May  1999.  Once  the  change  in  policy  is  in  affect,  a  letter  will  be  sent  to  all 
Divisions  and  Facilities  requesting  the  justification  form  for  all  assigned  vehicles. 


RECOMMENDATION  #  9: 

WE  RECOMMEND  THE  DEPARTMENT  ENSURE  ALL  EMPLOYEES  WHO  USE 
VEHICLES  TO  COMMUTE  TO  AND  FROM  WORK  ARE  TAXED  ACCORDING  TO 
FEDERAL  TAX  LAW. 

Response:  We  concur.  The  necessary  information  has  been  communicated  to  payroll 
personnel  so  the  employee  can  be  taxed  appropriately.  The  department  is  looking  into 
the  tax  consequence  and  will  appropriately  settle  any  outstanding  tax  liabilities  with  the 
Federal  Government.  The  department  will  also  implement  controls  to  ensure  all  future 
vehicle  assignments  are  consistently  communicated  to  payroll  personnel. 


RECOMMENDATION  #  10: 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  ITS  POLICY 

CONCERNING  THE  TRACKING  AND  DISPOSITION  OF  CONTRABAND. 

Response:  We  concur.  The  department  Investigators  will  develop  a  logging  system  to 
track  evidence  that  will  concur  with  department  policy.  Also,  in  April  1999,  the 
department  has  performed  an  inventory  of  all  evidence  in  its  possession.  For  any  item 
that  is  not  needed  for  an  on-going  investigation,  the  department  will  seek  a  court  order  for 
destruction.  The  department  has  requested  its  security  task  force  to  review  the  existing 
processes  and  recommend  changes  to  ensure  consistent  treatment  of  evidence  from 
facility  to  facility. 


RECOMMENDATION  # 


WE  RECOMMEND  THE  DEPARTMENT  REVIEW  AND  CLARIFY  THE 
RELATIONSHIP  BETWEEN  ITSELF  AND  THE  INDIVIDUAL  OPERATING  THE 
PRISON  HOBBY  SHOP  STORE. 

Response:  We  concur.  The  department's  Contract  Manager  requested  additional 
information  regarding  the  status  of  the  contract  from  the  hobby  shop  director  on  March  3, 
1999.  The  department  will  be  implementing  an  Earned  Incentive  Program.  This  program 
will  require  offenders  to  earn  the  privilege  to  work  on  hobby  projects.  The  department 
anticipates  this  will  significantly  reduce  the  amount  of  products  available  for  sale.  The 
department  will  be  terminating  the  relationship  with  the  Prison  Hobby  Shop  Store 
immediately.  The  department  will  look  into  marketing  these  products  through  retail 
outlets. 
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RECOMMENDATION  #  12: 

WE  RECOMMEND  THE  DEPARTMENT  ENSURE  ALL  ADDITIONS  AND 
REDUCTIONS  RELATED  TO  RESIDENT  ACCOUNTS  ARE  REFLECTED  ON  THE 
STATE'S  ACCOUNTING  SYSTEM  BY  FISCAL  YEAR-END. 

Response:  We  concur.  Although  the  department  did  not  make  an  entry  that  reflected  the 
day  to  day  activity  of  the  resident  accounts,  the  ending  balances  on  the  accounting 
records  are  accurate.  The  department  will  ensure  proper  entries  are  made  at  the  end  of 
fiscal  year  1998-99. 


Thank  you  again  for  your  time.  We  wish  to  thank  your  staff  for  their  suggestions  for 
improving  the  effectiveness  of  the  Department  of  Corrections  and  for  their  courtesy  in 
working  with  our  staff 


RICK  DA'XJ 
Director 


RD/vm/jeb 


Co:       Vickie  Murphy,  Internal  Auditor.  MDOC 

I:\LIJU\DO\RICK\98RESPON.DOC 
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